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From Wheat to Bread 


One of the important questions on which citizens need 
information, and have little, is the distribution of the 
retail prices of various foods among those rendering 
services in producing and marketing processes. We have 
selected bread and have summarized some of the studies 
of the costs of producing and distributing wheat, flour 
and bread which have appeared during the last few years. 
Various technical details in regard to methods of study 
and in regard to definitions of terms used in the reports 
have of necessity been omitted from our reviews. 


Analysis of Retail Bread Prices 


A recent study entitled, dn Analysis of the Retail Price 
Bread in Seven Cities, released as a preliminary report 
} the Bureau of Agricultural Economics of the United 
States Department of Agriculture, is summarized as fol- 
lows: “Bakers receive a larger part of the price you pay 
for a loaf of bread than does any other agency engaged 
in the manufacture and distribution of the product, the 
United States Department of Agriculture has found in 
an extensive survey covering the period October 1922 to 
March 1923. The margin received by bakers over the 
cost of the flour ranged from 4 cents on an 8 cent loaf in 
New Orleans to 6 cents on a 10 cent loaf in Chicago. 
This margin covers operating expenses and cost of other 
baking ingredients. The survey was made in seven cities: 
New York, Boston, Chicago, Minneapolis, Kansas City, 
New Orleans, and San Francisco. The producer received 
for the flour content in his wheat approximately 1% 
cents of the retail price of the loaf, whereas from 6 cents 
to 714 cents on each loaf went to pay the costs of trans- 
portation, elevator handling, flour milling, baking and 
retailing.” The period of October 1922 to March 1923 
was selected “with a view to ascertaining the portion of 
the retail price of bread which accrued to the grower 
who produced wheat during the 1922 crop season.” In 
planning the study, a number of arbitrary assumptions 
as to the distance wheat was transported, customary 
methods of handling, the types of wheat, the flour yield 
of wheat, etc., were made, “based on the best information 
available.” The conclusions of this study are as follows: 
+» “The Wheat Grower—The portion of the retail price 
Rcming to the grower for,the patent flour content of the 
wheat milled in producing the amount of flour required 
for one pound of bread varies from 15.35 per cent in 
New York to 18.56 per cent in New Orleans. It appears 
to be about 1.48 cents [a loaf], with relatively little varia- 
tion between the various cities, the wide variations in 


percentage being due almost entirely to the difference in 
retail price. 

“In producing wheat the producer incurs certain ex- 
penses of production such as rent of land, interest on 
investment, taxes on land, hire of labor, maintenance of 
equipment, and all the many other items which go into 
the farming operations. .The margin realized must cover 

this expense, if the farming operations are not 
to result in a loss. Any profit which may accrue must 
be secured through keeping the expenses below 
the realized margin. 

“Elevator Margin.—The elevator margin is the charge 
made by the local elevator for handling the patent flour 
content in the wheat necessary to mill the flour for one 
pound of bread. It is an allocated portion of the total 
margin based on the relative sales value of the flour and 
other products from the milling process. The total 
elevator margin was estimated after an examination of 
a number of studies on the cost of handling grain in 
country elevators and of the buying margins which country 
elevators attempt to set up.” The elevator margin is 
equivalent to from three-fourths of one per cent to nine- 
tenths of one per cent of the retail price of bread. 

“Transportation of Wheat.—Cost of transportation on 
wheat varied from 1.52 per cent in Chicago to 6.58 per 
cent in San Francisco. The variation is due largely to 
the difference in distance transported. Although some 
change in the percentage margin is noticeable where the 
margin is the same, this variation is due to the fluctuation 
in retail selling price, as, for instance, in the case of 
New York and Boston. 

“Milling Margin—The milling margin varied from 
5.30 per cent in San Francisco to 6.94 per cent in Minne- 
apolis. At first thought, it would seem that the elimina- 
tion of the flour transportation cost would tend to raise 
proportionately either the milling or the baking margin. 
However, we find here two cities where the flour is milled 
at the point of baking having the lowest and the highest 
milling margins. Statistical data available at the present 
time are not sufficient to explain this point. To ascertain 
the margin on milling of flour it is necessary to ascertain 
the cost of the flour content of the wheat. It is rather 
common knowledge that the mill sale price of a barrel of 
flour rarely exceeds the cost of the quantity of wheat used 
to produce that barrel of flour. The sale of by-products 
must, then, absorb enough of the expense of the milling 
that some measure of profit on the flour can accrue. 

“The miller buys several commodities when he buys 
wheat, that is, flour, bran, middlings, etc. To divide the 
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cost of this wheat into the cost of the flour content, and 
of the by-products, we have apportioned the wheat cost 
on the basis of the percentage relation of the sales value 
of the various products milled from the wheat. 
gh of Flour from Mill to Baker.—In three 
#4} ¥.stances, Minneapolis, Kansas City, and San Francisco, 
no flour transportation cost was incurred inasmuch as it 
was assumed that the flour used by bakers in these three 
cities was milled in the city. Any local transportation 
cost would be absorbed by the miller if the flour is sold 
‘delivered to baker’ or by baker if sold at the mill door. 
In the other four cases the freight portion absorbed from 
1.55 per cent in New York to 4.28 per cent in New 
Orleans. The variation is due to the greater distance 
which the New Orleans flour is assumed to have been 
transported. While it would seem logical that the cost 
of transporting the flour would tend to reduce propor- 
tionately the baker’s margin the data at hand do not give 
a Statistical basis for this conclusion and there does not 
seem to be much relation between the total transportation 
cost and the price of flour. 

“The Baker—The baker’s portion of the retail price 
is the largest received by any agency in each of the several 
cities. It varies from 51.46 per cent in New Orleans to 
61.56 per cent in Chicago, or approximately between 4c. 
and 6c. [per loaf of bread]. There seems to be a very 
definite tendency for the baker’s margin to vary directly 
with the fluctuation in retail price of bread. The cost 
of the flour entering into the bread is relatively small 
when compared with the other items of cost.” 


It is stated that the price the consumer pays for bread 
should be “little affected by changes in the price of flour. 
iy solution of the problem of lower bread prices (assum- 

that we desire to maintain the present quality) lies in 
the introduction of even more efficient methods, the secur- 
ing of higher yields per barrel of flour, and larger volume 
of business by individual bakeries. Through there effi- 
ciencies it may be possible to reduce the baker's costs and, 
to some extent, his profits per unit of output. [Italics 
ours.] Data are not available, however, on which to base 
accurate generalizations of this nature inasmuch as it 
would require careful examination of the accounting and 
cost records of a large number of bakeries to establish 
just the relation between these various items. 

“The margins must cover expenditures for materials 
other than flour which enter into the bread and for 
operating expenses. At the present time these other 
materials tend to cost about 50 per cent of the cost of the 
flour content of the bread. The variations in formula 
used by the bakers, however, are such that it is not possible 
to state definitely these relations. 

“The Retailer —The retailer’s portion varies from 11.27 
per cent in San Francisco to 16.7 per cent in New Orleans, 
the portion in other cities falling between these two ex- 
tremes. There is, moreover, little relation between the 
variations in the margin received by the retailer and retail 
price. The Minneapolis retailer received 1.5 cents margin 
on a 9-cent selling price, whereas the San Francisco re- 
tailer received a margin of 1.02 cents on a slightly higher 
tetail price (9.02). Similar tendencies can be traced in 
psi every instance. There seems to be, however, 
tendency for the retail margin to vary inversely with 
the baker's margin, the retailer receiving a low margin 
where the baker’s percentage margin is high and vice versa. 
[Italics ours.] 


“The publications of the Harvard Bureau of Business 
Research and other similar agencies indicate that the 
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margin for the retail groceries in 1922 averaged approx- 
imately 19 per cent. This margin, inasmuch as it is 
computed from the accounting records, would tend to be 
slightly smaller than the margin which we have computed 
on the basis of price differentials. In the cities under 
consideration in our study, therefore, the retail margin 
on bread was slightly less than the average margin (on 
all commodities sold) received by a large number of 
retail groceries. 

“It might be argued that on account of the relatively 
high turnover or for other reasons, the retailer might 
fairly reduce the margin on bread. There are, however, 
some very real and practical difficulties in the path of such 
plan. It is impracticable to sell single loaves at a price 
other than even cents. Were consumers generally willing 
to buy more than a single loaf at a time, this fractional 
cent price might be made effective by offering two loaves 
for, say, 17 cents. But this has rarely worked out satis- 
factorily in practice, consumers’ preference being for 
fresh bread, probably baked daily, and purchased one 
loaf at a time. Hence, it would be necessary to reduce 
the selling price and consequently the margin a full cent, 
if any material benefit were to be received by consumers. 

“If the retailers in Minneapolis were to reduce their 
margin by one cent their present margin of 16.67 per cent 
would be reduced to one of 6.2 per cent. Whether this 
margin might cover the cost of services rendered is a 
question which cannot be discussed intelligently without 
a very careful study of the retailer’s costs and turnover. 
Certainly this margin is much below the average cost of 
doing business, (18 per cent), as given in the most reliable 
statistics available on the subject. 

“This margin should not be confused with profit, as it 
includes an allowance to cover the retailer’s cost of doing 
business and any measure of profit which he may finally 
receive. His expenses are incurred in rendering services 
to the consumer and these entail the use of salesmen, labor, 
store building, and equipment, delivery equipment, the 
extension of credit, and other similar items. The expen- 
ditures occasioned by these services must be defrayed, if 
possible, out of the sum total of the retailer’s margins on 
all commodities handled and he can realize a profit only 
after these disbursements have been made.” 


A Report on ‘“The Wheat Situation’’ 


In his detailed report on The Wheat Situation, sent to 
the President on November 30, 1923, Secretary Wallace 
wrote: “The spread between the price paid to the pro- 
ducer of wheat and price paid by the consumer of bread 
has widened very materially since 1913. 

“The retail price of a 16-ounce loaf of bread in Wash- 
ington, D. C., has increased from 5.45 cents in September, 
1913, to 9 cents in September, 1923. This advance in 
bread prices has not benefited the farmer. The portion 
received in 1913 by the wheat grower for the wheat equiv- 
alent of flour used in baking the Washington loaf was 
about one-fifth of the retail price of bread; in 1923 it 
amounts to less than one-sixth. While the wheat grower’s 
portion of the retail price of bread has increased during 
this period less than one-third of a cent, the margins 
above have increased a total of 3% cents. 

“The margins between the mill and the retailer are, 
therefore, of most interest to the consumer, but the mar- 
gins between the farm and the terminal market are of 
special concern to the farmer. According to the best 
available evidence the margins for the services of local 
and terminal handling agencies as well as those of trans- 
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portation agencies bear down heavily upon the wheat 
grower.” 
The results of this study, comparing conditions in 1913 
with those of 1923 for the city of Washington are sum- 
rized in the following table. (This study is not com- 


| Parable in all details with the one just reviewed) : 


Percentages of Retail Prices 
1923 
% 
22.22 
35.93 
13.88 
3.21 
5.31 


Retailers’ margin 

Bakers’ margin 

Materials other than flour. . 

Transportation margin .... 

Milling margin on flour .... 

Freight charges on flour in 
wheat 

Elevator margin on flour in 
wheat 

Wheat growers’ portion for 
flour in wheat 


1.70 
1.38 
16.37 


100.00 


In the same report it is stated: “A pound loaf of bread 
in Minneapolis which cost 5.3 cents in 1913-14 cost 9 cents 
in 1922-23, whereas a barrel of flour which cost $4.43 
in 1913-14 cost $6.89 in 1922-23. Allowing 280 loaves 
of bread to the barrel of flour, the margin between the 
price of the flour and that of the bread produced from it 
increased from $10.40 to $18.30.” 


Latest Federal Trade Report 


The Federal Trade Commission’s report on The Wheat 
Flour Milling Industry, in response to a Senate resolution, 
transmitted to the Senate May 16, 1924, contains data 
showing the price trends of wheat, flour and bread during 
the post-war period as follows: 


“From January, 1919, to September, 1922, . . . the 
monthly average quoted prices of flour declined 33 per cent 
in the northwestern district, and 43 per cent in the south- 
western district; wheat prices declined 50 per cent in 
Minneapolis and 55 per cent in Kansas City; while bread 
prices declined about 2 per cent in Minneapolis, about 15 
per cent in Kansas City due to a price war, 6.6 per cent 
in Boston, and 2 per cent in New York City.” 


Changes in Baking Industry 


Considerable light upon the present situation in the 
production and distribution of bread is given in an article 
by I. K. Russell, editor of Baking Technology (Nation's 
Business, December 1924). Obviously reflecting the point 
of view of the baking industry, he says: “Bread doesn’t 
follow white flour up and down [in price] any more and 
people who never guess why, do a lot of kicking. . . . 
All there is to this cry of the bread trust is that the house- 
wife gladly buys at 10 cents a loaf on which vastly more 
tas been spent than was ever dreamed of as necessary 
~N the old loaf. And the housewife will pay this 10 cents 
for this loaf much more gladly than she will pay 5 cents 
for the old hand-made loaf. . . . If it hadn’t been for 
this willingness, the modern industrialization of baking 
never would have occurred. 


“In the old loaf, flour was 80 per cent of the baker’s 
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cost and the slogan ran: ‘A pound of flour should cost 
the same as a pound of bread,’ since the water the baker 
used added enough weight to make this slogan fair. But 
in the modern loaf white flour ranks with white paper in 
the modern newspaper office. From a proud place as 
the cost leader it has dropped down until it is only 20 
per cent of the cost. The rest goes into the quality in- 
surance and enriching ingredients that make the modern 
loaf welcome and appetizing. 


“As for the hand bakers, the war dispersed the visible 
resident supply and Ellis Island closed its doors upon 
them. Machinery men rejoiced as they sold one machine 
after another—and this brought upon us suddenly the 
present machine era as a widespread American manifes- 
tation in bread baking.” 


The trend toward centralization in the baking industry 
is described by Mr. Russell. He tells of the formation, 
within recent years, of large corporations for producing 
and distributing bread, and of the organization of an 
Institute of Baking to teach emploves “how to behave 
in a modern plant while machinery bakes the bread.” The 
technical changes in the baking industry were facilitated 
by the genius, Steinmetz, who invented the machinery. 
so that now bread in the large cities is baked “with the 
help of Mr. Steinmetz and some forty or fifty kinds of 
push buttons.” 


As may be assumed from reading these quotations from 
Mr. Russell’s article, he utilizes his data to justify the 
present prices of bread and gives no indication that he 
thinks the remarkable technical revolution and the use of 
large-scale production will result in lower costs for the 
consumer. 


Factors Influencing Wheat Prices 


According to the studies we have reviewed, there is 
evidence that the urban organization of manufacture and 
distribution of bread is such that the producer of wheat 
has had little opportunity to benefit from the higher (as 
compared with the pre-war) prices which urban consumers 
pay for bread. It would appear that there is now little 
relation between consumers’ prices for bread in our large 
cities and the prices received by the producers for wheat. 
This statement would also seem to be supported by two 
studies of the factors which have influenced levels of 
prices received by the wheat farmers. 

In Secretary Wallace’s report on The Wheat Situation, 
it is stated: “The price which the farmer of the United 
States receives for his wheat is determined largely by the 
world supply of wheat. As exporters, farmers in the 
United States receive for wheat the price paid in the 
world markets less the cost or charges for placing wheat 
or flour in those markets. Chicago prices follow closely 
the price in Liverpool and other large world markets, 
and farm prices follow closely Chicago prices” From 
1890 to the opening of the war the curve of the price of 
wheat at Chicago has varied inversely with the curve of 
world production for wheat; i.c., when world production 
is low, the Chicago price for wheat is high, and vice versa. 


A long time program of readjustment is recommended 
for the wheat regions. Lower freight rates on wheat, 
lower taxes for farmers, reduction of the wheat acreage so 
as to place wheat on a domestic rather than an export basis, 
adjustments in agricultural production, the development of 
a safer type of farming in the wheat regions, reduction 

of production costs on farms, the development of co- 
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operative marketing among producers, are all suggested, 
The limitation of supply of wheat to the point of profitable 
sale in the domestic market is especially stressed. The 
Secretary contended that “the suggestion that the govern- 

t set up an export corporation to aid in the disposition 
‘ff -his surplus, is worthy of the most careful considera- 
tion.” He also says that “the question may be raised 
whether protection [through tariff and other laws] to 
labor and industry shall be withdrawn in order that the 
inflow of foreign labor and manufactured products may 
reduce the prices of the products which farmers buy to 
the level of farm products. . . . The better and more 
practical alternative may be to try to improve prices of 
farm products of which we have an exportable surplus. 
. . «The world supply has again caused (in late 
1924 and 1925) improvement in wheat prices, which is 
simply a repetition of what has been going on since 1890. 
The recommendations of Secretary Wallace and his assis- 
tants in the Department of Agriculture indicate, however, 
that they believe that organization on the part of pro- 
ducers and governmental measures might bring greater 
control over the wheat situation. It should be noted, 
however, that they do not deal with the question of the 
“spread” between wheat and bread prices in their summary 
and conclusions, 

In their study of the agricultural situation,* Professors 
Warren and Pearson of Cornell, economists who have 
specialized in the studies of factors influencing price levels, 
the recent trends of farm prices for wheat in the United 
States and the chief reasons for them are summarized 
as follows: “For the five years, 1910-14, the United 
States farm price of wheat was 87.5 cents per bushel. 
With the outbreak of the war, farmers expected high 

ices for wheat and greatly increased the acreage for the 
.J15 harvest. The yield per acre in 1915 was the highest 
ever obtained in America, and the total crop was over 
one billion bushels. This large production tended to hold 
prices down and the acreage was reduced. The yield in 
1916 was only 12.2 bushels [per acre] as compared with 
the 17 bushels of the previous year. The total production 
was only 636 million bushels. Prices rose rapidly, partic- 
ularly in the spring of 1917 when it was found that there 
was not enough wheat to supply the demand. The farm 
price was $2.48 in June. This led to violent agitation in 
the cities and was largely responsible for the establish- 
ment of the Food Administration. Farmers were accused 
of hoarding, whereas they had sold their wheat too rapidly 
for the good of the country, as well as for their own 
good. In the summer of 1917 the price was fixed by 
order of Congress. This reduced the farm price to 
about $2.00 per bushel. During 1918 the price was 
very stable, varying between $2.01 and $2.06 per bushel. 
When the restrictions were removed, the price of wheat 
again rose, selling for $2.58 in June, 1920. When defla- 
tion began the price of wheat fell very rapidly, reaching 
$1.44 in December, 1920. Since then the general tendency 
of wheat prices has been downward, even into 1924. The 
short world crop resulted in a striking recovery of prices 
in the summer of 1924.” 

The authors state that “when wheat is high it is usually 


*The Agricultural Situation. Causes and Effects of Fluctuating 
ices. By G. F. Warren and F. A. Pearson. New York. John 
wiley and Sons, 1925. $3.00. 
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due to low yields per acre. It is always being harvested 
somewhere in the world. It is not probable that low yields 
will continue for a full year, and even more improbable 
that the crops for the next year will also be poor. High 
prices also tend to increase the effort in production so that 
high prices are more likely to be followed by low prices 


. than by continued high prices. Conversely, low prices 


are usually due to excessive crops which are not likely 
to continue.” 

They also translate wheat prices into purchasing power 
and thus give a truer picture of the status of the grain 
grower than is given by simply considering swings of 
prices. “On December 1, 1917, the index number of the 
price of a bushel of winter wheat as sold by farmers was 
231, or farmers received more than double the pre-war 
price. Wheat was higher in price than other commodities 
and had a purchasing power of 24 per cent above the 
pre-war average. Only four times in the past thirty-four 
years did wheat have a higher purchasing power. The 
apparently high price led to government action lowering 
the price of wheat. 

“As far as the writers have observed no public dis- 
cussion went deeper than this superficial point of view. 
The returns to the farmer were dependent not only on 
prices but also on yield. The yield per acre harvested 
was poor and the acreage abandoned extremely high, so 
that the purchasing power per acre sown, instead of being 
24 per cent above pre-war (as was the case if only the 
price per bushel was consideied), was 14 per cent below 
pre-war. The city man looking at prices believed the 
farmer to be an unreasonable profiteer. The farmer who 
planted wheat found he was unable to exchange the 
product of an acre planted for the normal amount of 
city made goods. From his standpoint it was the cities 
that had been profiteering. The wheat grown by the 
farmers in Montana in 1917 had a purchasing power of 
only 59 per cent of the pre-war amount of goods per acre.” 


Summary 


The study by the Department of Agriculture furnishes a 
clear sketch of the marketing processes, of the approximate 
margins of distributors and bakers and of the portions 
of the retail price of bread received by the wheat growers 
for the period considered. The other studies indicate 
that post-war bread prices are considerably higher in 
metropolitan centers than pre-war prices, but that no 
portion of these higher prices paid by the consumers 
has reached the producers of wheat. These higher prices 
have been mainly absorbed by others. Conspicuous 
changes in the form of centralization, large-scale finance, 
new machinery, different bread formulas, have come re- 
cently in the baking industry, which receives by far the 
largest portion of what the consumer pays for bread in 
the larger cities. The income of the farmers from 
wheat has been influenced chiefly by yield per acre and 
world supply and demand. With the present organization 
of the distribution of wheat and bread the wheat pro- 
ducer seems to have practically no opportunity to secure 
a large portion of what the urban consumer pays for 
bread, and control of the supply is thought to offer the 
most hope to the wheat grower to better his position. 
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